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Substantive regulation related to Initial Public Offerings is one fundamental 
element of regulatory system in the China stock market. As the institutional 
connection between primary and secondary markets, substantive regulation not only 
affects the short-term performance of the stock market, but also influences its 
continuing development. However, China stock market emerged from the background 
of China economic transition during 1990s, and thereby was under relatively strong 
governmental inspection in its childhood. Resulted from that, the issuer, offering size 
and timing of IPOs were at first underpinned by an administrative approval regime, 
also known as “quota system”. Yet the quota system escalated a series of negative 
outcomes, including low quality of issuers, deep underpricing of IPOs, and serious 
rent-seeking. In order to tackle such problems, in 2000 a new system, termed as 
ex-ante review and approval system, was enacted to replace the administrative 
approval regulation. In this manner, it is of great realistic meaning to investigate the 
regulatory regime of IPOs and its evolution. 
In addition to comprehensive theoretical analysis of the legal framework of IPO 
in China, this paper mainly compares different regulatory approaches in their capital 
allocation efficiency. Based on the asymmetric information framework, this study 
develops a model to describe how the regulation exerts its impact on capital allocation. 
The paper postulates that under administrative approval system, as IPOs were to 
resuscitate state-owned enterprises, regulators’ interest diverged from that of investors, 
which led to inefficient capital allocation. On the contrary, as review and approval 
system largely lessen administrative interference, the capital allocation efficiency gets 
improved. So as to verify these hypotheses, this paper carries out empirical studies to 
compare the capital allocation efficiency during administrative approval period 
(1993-2000) and review and approval period (2001-2009) respectively. And our 
findings suggest that capital is allocated more efficiently during review and approval 
period. 















regulatory regime, namely the review and approval system, there is still distance 
between China stock market and its counterparties in developed countries. Moreover, 
the empirical results also show little relevance between IPOs and secondary market 
performance, which means that the China stock market is still in low level of market 
orientation. Therefore, this paper advises to follow the market-oriented principles, 
further reinforce the regulator’s independence, strengthen underwriters’ obligations, 
weaken the administrative power, and thereafter ameliorate the current regulatory 
system. 
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